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NOTES AND MEMORANDA. 



AN APPROXIMATE METHOD OF MEASURING EX- 
CESSIVE PRODUCTION OR CONSUMPTION. 

While the sophism of a " general overproduction " has long 
since been exploded, there can be no question that a tempo- 
rary overproduction in one economic group, or even in the 
entire body politic, is a most common phenomenon. In the 
long run, it is impossible for all the people to make more 
things than all the people can use ; but in any limited period 
they may easily make more or fewer things than they wish to 
use during that time. And, in times when capital is timid 
through political uncertainty or when capitalists believe it to 
be a safer or better policy to delay their contemplated new 
investments, permitting their funds to lie temporarily idle or 
lending them in foreign countries if a sufficient demand exists, 
there may be a general overproduction in the sense that all 
the people have made and are making more things than they 
have money to pay for. Mr. Bellamy endeavored to empha- 
size this point in his ingenious " Parable of the Water-tank," 
though his reasoning is marred by a fatal error, in that he fails 
to take into account the reinvestment of amounts received as 
interest by capitalists. 

In America questions connected with the relative inequality 
of consumption and production during different periods are of 
growing importance. The partial exhaustion of new lands 
open for settlement confines the increasing population within 
limits more definitely fixed, so that workmen left idle by any 
congestion of the industrial circulation are not as free as 
formerly to make occupation for themselves by pioneering. 
The enormous increase in the efficiency of labor due to 
improved machinery multiplies the product before the demand 
is educated to meet it, and often temporarily turns an exces- 
sive share of the returns into the hands of the capitalist, who 
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in some cases may be influenced by various reasons against 
an immediate reinvestment of his profits. The formation of 
immense trade combinations, which seek to maintain prices by 
regulating production, introduces another comparatively new 
feature into the problem of demand and supply ; and the sharp 
speculative fluctuations resulting from frequent changes of 
governmental policy serve to disturb further the uniform 
operation of economic laws. The purpose of this article is to 
suggest an approximate method of measuring an excess of 
production over consumption during a given period, based 
upon the movements of currency. 

In a country of stationary population, without foreign 
trade, having a currency of fixed volume, and where credit 
is not in use as a substitute for currency, it is evident that 
the increase or decrease in the quantity of idle currency during 
any period of time would be in proportion to the excess of pro- 
duction over consumption during that time. For example, let 
us suppose an isolated community without credit, consisting 
of W, workmen ; F, farmers ; T, tradesmen ; M, manufactur- 
ers ; and C, capitalists, — a classification corresponding to the 
present condition of things sufficiently well for purposes of 
illustration. For the sake of simplicity we will suppose that 
a single bank issues all currency. The amount of currency is 
absolutely fixed, $100,000 being in circulation among the 
people, and $10,000 more being held in the bank as reserve. 
It is evident that the $100,000 will be continually passed from 
one person to another until it is " saved " by some one or 
paid to some capitalist as returns on his investment. In 
either case it goes to group C ; for, if saved by a workman, he 
becomes to that extent a capitalist. As capitalists are dis- 
posed to reinvest all additions to their funds, this portion of 
the $100,000, amounting, let us say, to $10,000, is immediately 
put into circulation again by being invested in new enter- 
prises or in the enlargement of old enterprises. It may pass 
through numerous hands, but in the end is inevitably paid out 
somewhere as wages. 

So long as this state of affairs continues unchanged, produc- 
tion and consumption will be equal, and there will be no 
alteration in the amount of reserve held by the bank. But 
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suppose that, through fear of political changes or for any 
other reason, capitalists decide that it is safer not to reinvest 
immediately, but place the $10,000 currency they have re- 
ceived in the bank-vaults for safe keeping. The result is that 
$10,000 less than before is paid out in wages, the workmen 
have $10,000 less to spend, and the demand for produce and 
manufactured articles is correspondingly lessened. It will 
therefore be found at the end of the period under considera- 
tion that there has been an overproduction of produce and 
manufactured articles, and more than a normal quantity of 
unsold goods is in the hands of producers and middlemen. It 
is evident that this overproduction will be in proportion to 
the reduction in wages paid, or, in other words, in proportion 
to the increase in idle currency held by the bank. 

Of course, it is not contended that the above illustration is 
accurate or complete. In reality, at a time when capitalists 
feared to reinvest their interest, they would also withdraw 
some portion of their original capital from the enterprises in 
which it was employed. Further, the lessening of consump- 
tion would result in some curtailment of production before 
the end of the period under examination; and the varying 
rapidity in circulation of currency in different channels would 
further interfere with mathematical accuracy in the working 
of this law. But such irregularities would, for the most part, 
balance themselves in the consideration of any large commu- 
nity ; and, in the comparison of two periods of time, practically 
the same irregularities would be found in each, so that the 
law as stated is believed to be a close approximation to actual 
results in a community of the character specified. 

In applying this method of measurement to modern condi- 
tions, various confusing features appear. The most prominent 
of these is the extended use of credit as a substitute for cur- 
rency. With credit as a means of transferring capital, such as 
notes and mortgages, we have nothing to do, as these instru- 
ments are not sufficiently negotiable to be used as substitutes 
for currency to any appreciable extent. With checks and 
drafts, which are used almost entirely as substitutes for cur- 
rency, the case is different ; but the difficulty is more apparent 
than real. The very fact that they are used as substitutes for 
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currency indicates that the volume in which they are issued 
will vary nearly in proportion with the increase or decrease in 
the quantity of real currency which is in circulation among 
the people. An increase in the activity of trade will require a 
greater circulation of currency and at the same time a greater 
volume of substitutes for currency. 

The change in the volume of currency substitutes will not 
be exactly contemporaneous with the change in actual cur- 
rency in circulation, since the latter is almost entirely used by 
wage-earners, farmers, and consumers, while the checks and 
drafts are mostly used by middlemen and manufacturers. 
Hence the change in currency substitutes will slightly follow 
that in actual currency. But this does not seriously interfere 
with the operation of the law ; for, even if the volume of cur- 
rency substitutes should show no change for a little time after 
a decrease in the amount of actual currency in circulation, 
that fact would be in itself the strongest evidence of over- 
production. 

A more important consideration is the yearly movement of 
currency to the country at harvest time and back to the cities 
during the remainder of the year. To avoid interference 
from this yearly tide in money movements, it is necessary to 
base comparisons on the same time of year. There will 
even then be a little difference between the movement in a 
year of good crops and in a year of poor crops, but in a coun- 
try where agriculture is so diversified as in the United States 
that element is not important. Moreover, it is to be remem- 
bered that a year of poor crops, and consequent lessening of 
currency in circulation, means a loss of effective demand for 
goods, and to that extent in itself brings about a condition of 
overproduction. 

No hard-and-fast line can be drawn between currency which 
is denominated idle and that considered to be in circulation. 
Cash in the government treasuries and in national bank re- 
serves would constitute the chief bulk of idle currency, and 
the amount of these holdings is easily obtainable at frequent 
intervals from the reports of the Comptroller. Reserves of 
banks other than national may be included, if desired, the im- 
portant point being that the same classification must be em- 
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ployed for all the periods compared. Changes in population, 
and in the total quantity of currency, as well as in exports and 
imports of both goods and specie, must of course be allowed 
for, statistics on these points being regularly issued by the 
government. 

It merely remains to be noted that the working of this 
method is absolutely disrupted for the time by a general 
financial panic. Reference is not had to "stock exchange 
panics," which are apt to occur at least once a year, and con- 
sist simply in a decline of prices for securities, nor to those 
sharp and sudden declines in the prices of commodities which 
are often termed panics, but to that state of apprehension in 
the minds of the public which causes one individual to turn 
his capital into cash for no other reason than that he fears 
others will do so. In such instances large amounts of cur- 
rency temporarily disappear, being neither in use as circulat- 
ing medium nor as treasury or bank reserves, but in hiding. 
Such panics do not usually occur oftener than once in ten or 
twenty years; and the currency so withdrawn will for the 
most part come into sight again within a few months, though 
the consequent partial paralysis of industry may, and usually 
does, continue for some years. 

G. C. Sklden. 



